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Introduction 
The importance of the financial sector has been ever-growing and is in today’s world a 
significant proportion of economic activity. Throughout financial history, various crises have 
plagued the economy and displayed a certain instability of financial institutions and the 
capitalist system as a whole. The origin of these crises has been subject to extensive 
discussion and economists from across the globe have tried to search for ways in which to 
explain their occurrences. However, a recurring trait of the majority of these explanations are 
the circular nature of up and downswings of the capitalist system, which is in turn is 
exponentially exaggerated through increasingly larger financial institutions operating global 
scale, ultimately causing devastating financial crises on a global scale. 
The focal interest of this project is therefore to observe and investigate the single (Danish) 
economies ability to counteract such a crisis and look into rehabilitation process of the 
economy on the real market, in order to examine the likelihood of future economic growth. 
Examining Figure 4 to 27, it is clear that the economic performance, completely defaulted in 
the beginning of 2009 and all economic measure was at low point, affecting almost all aspects 
of economic performance. Hence the period from 2009 and up to present, is vital for 
understanding how the economic post crisis development has affected the Danish economy in 
order to assess if the economic environment at present is sustainable for future stable growth 
past 2015.   
Problem Formulation 
The Danish economy has struggled to recover from the financial crisis, as it has not been able 
to gain stable growth, throughout the following 5 years after the crash of the market. During 
the last one and half year a majority of economic indicators has shown improved performance 
in the economy, hence this paper seeks to answer if this development should be addressed as 
the turning where we experience an economic upturn. 
Research question 
How has the post-crisis development of the Danish economy been, and what is current 
economic situation of Denmark? 
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Abbreviations 
 MPC: Marginal propensity to consume 
 MPS: Marginal propensity to save 
 PPC: Purchasing Power and Consumption 
 PC: Phillips curve 
 LRPC: Long run Phillips curve 
 CF: Consumption function 
 PIH: Permanent Income Hypothesis 
 FIH: Financial Instability Hypothesis 
 NRU: Natural rate of unemployment 
 DK: Denmark 
 EU: the European Union 
 GDP: Gross domestic product 
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Methodology 
At the start of any academic paper, every researcher are met with a series of questions that are 
imperative to address before instigating the research. Core questions regarding data, the 
processing of it, analysis strategy and ontological/epistemological stances are amongst many. 
In this chapter we will address our methodological considerations and reflect critically on 
upon them and how they have affected our project. 
Methods 
Quantitative data 
To shed light on the abovementioned research question and the inherent working questions, 
this project chiefly employs quantitative data, predominantly consisting of statistics and 
records. Through the use of quantitative data, we have actively made the choice to value 
numbers over words, allowing for a more static and structured analysis of the data (Bryman, 
2012: 408). Concurrently, quantitative data became the natural choice as this project is 
concerned with macro-economics, where hard and reliable data becomes vastly favoured over 
rich and deep data (Bryman, 2012: 408). Finally, an additional benefit is quantitative data’s 
ability to easier allow for detecting behaviour/patterns, whilst at the same time allowing for 
more reliable results as quantitative data is less susceptible to failing researcher objectivity 
(Bryman, 2012: 408). 
Abductive approach 
This paper is using the abductive reasoning for our methodological framework, as our aim is 
to explain and illuminate on the economic development within reason years (Bryman, 2012: 
401). We will therefore examine the economic development from the point of time, where the 
outbreaks of financial crisis effect started to show in Danish and forward to present time. In 
order to do this, we find it necessary to use mainly quantitative methods, supported by a 
minor degree of qualitative methods, backed by theory. We are only using qualitative content 
to establish a link between our findings from, the theory and qualitative data, to the reality of 
the Danish economy. A quantitative analysis of secondary data (statistics from 
Tradingeconomic, OECD, Danmarks statestik etc.) is applied to illustrate how Denmark has 
performed over time, with respect to important macroeconomic indicators. By using this 
methods and comparing findings to the theory, we are able to illuminate on what possible 
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outcomes could be from certain government policies and economic development, thus 
answering the research question. 
Secondary data 
For this project we have decided to employ a secondary data analysis. In essence, this means 
that we will not produce our own data, but rather analyse the data produced by others; in this 
case ‘Danmarks Statistik’ (Bryman, 2012: 312). Due to the fact that our research is concerned 
primarily with a macro economic analysis of Denmark’s economic development after the 
financial crisis, using secondary data seemed the obvious choice as we were not in a position 
to produce a data set of comparable quality to what was already available (Bryman, 2012: 
312). Our choice of using secondary data was, however, not solely bound to a lack of time 
and resources, but a series of considerations regarding advantages and disadvantages – 
specific to our research. 
As mentioned above, the primary advantage of using secondary data is the fact that is saves 
cost and time, the data is often of extremely high quality and more time for the actual analysis 
of the data, ultimately allowing us, the researcher, to allocate our time and resources towards 
generating a higher quality analysis (Bryman, 2012: 312-15). The primary disadvantages, on 
the other hand, fall within the realm of lack of familiarity, high complexity and absence of 
key variables (Bryman, 2012: 315-16). However, as all of the data employed in this project 
consists of official statistics, many of these disadvantages dissipate. As we are ‘merely’ 
working with numbers and statistics, the data is neither too complex, nor is it require any 
familiarity or key variables to assume its full potential. Conclusively, the advantages far 
outweigh the very limited disadvantages, making the use of secondary, and therein secondary 
data analysis, the obvious choice. 
Analysis methods 
Or analysis have been generated through mixed methods, as our empirical quantitative has 
been put in relation to qualitative sources, such as pre-viewed journals, prominent theory and 
articles from national institution and leading financial magazines. Hence the analysis uses 
triangulation to examine both the phenomena and the cause of change in the phenomena.  
The theory used in the analysis has been selected on their ability to explain the observed 
phenomena with critical reflections towards the consideration about the reliability of the 
theories. Hence the analysis follows the assumption that quantitative data and statistics are 
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more or less objective in its nature, if reliable, while qualitative research methods are more 
subjective and impressionistic (Bryman 2012: 405) 
When the analysis is examining governmental policies, it uses cross-references between the 
New-classical school and the Neo-Keynesian/Keynesian school, in order to be reflective 
about different possible policies. 
The overall goal for the analysis methods is to analyse descriptive statistics through theory 
with the goal of identifying patterns and tendencies, which should produces findings on 
development in the economy and create forecasts for the discussion. 
Ontology and epistemology 
For this project we have chosen to work from the epistemological doctrine of ‘critical 
realism’. This means that we hold that “we will only be able to understand – and so change – 
the social world if we identify the structures at work that generate those events and 
discourses” (Bryman, 2012: 29). As for ontology, we have chosen to assume an objective 
stance, meaning that we perceive the empirical reality to exist independently from both theory 
and social interaction (Bryman 2013: 33) 
Delimitations 
We have chosen to mainly focus on the real market and the industries, while analysing the 
Danish economy. Hence we are not putting the amount of focus and emphasize on political 
decision-making, governmental stimulus packages or more do more complex analysis of the 
financial market. The reason why we are not looking into the governmental decisions and 
policies, is that it would remove focus from the main subject, which is the economic 
development in private sector, the consumer segment and the real market. If we had chosen to 
look in to the governmental policies we would have gained a more nuanced picture of why it 
has developed as it has, but it would remove focus from the concrete development in the real 
market. Hence further research in the field of post crisis governmental policies in Denmark, 
could be related to this research and further work on national economy could be used in 
collaboration with this paper. If the Paper also had an increased focus on the development in 
the financial market, it would make a concrete assessment of the development in the Danish 
economy on an overall level, but that is not the intend of this paper, as It rather seeks to 
illuminate on how the agents in the real market acts, after a market bust. 
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Our literature is based upon both Neo-Keynesian and New Classical economic theories. The 
theories we used to exam patterns and developments are mainly dominated by New-Classical 
theories, which tend to focus upon long run theories, as it enable the paper to look upon the 
development in the economy in general. If we had used more Keynesian theories, we would 
have gained a more short-run focus in the development and or findings were likely to become 
more focus on single acts and polices, rather than long-run trends and developments. 
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Theory 
The chief objective of this chapter, is to, first, present the ‘General Theory of Employment, 
Interest and Money’, followed by the ‘Permanent Income Hypothesis’, to which we will 
proceed to the ‘Financial Instability Hypothesis’, and finally the prospect of the ‘natural 
unemployment rate’ will be addressed. Each of the abovementioned theories and hypothesis’ 
have selectively been chosen to more accurately depict and describe the development as well 
as current economic situation of Denmark, in the post-financial crisis. 
The General Theory of Employment, Interest and Money 
John Maynard Keynes wrote what would become the backbone of Keynesian economic in 
1936. He wrote the book "The General Theory of Employment, Interest and Money", which 
consisted ended up as a theoretical explanation for why the principle of effective demand and 
how equilibrating role of changes output rather than prices. This theory has become very 
influential on later economic theory as it offers a governmental solution towards economic 
stimulus. The principle of effective demand argues that in a closed economy with spare 
capacity the level of output is determined by aggregate planned expenditure, which consists 
of: consumption expenditure from the household sector (C) and investment expenditure from 
firms (I). Hence, expenditure (E) is given by the equation: E= C+I (Snowdon Vane & 
Wynarczyk 1994: 63-64).  
The theoretical framework operated with planned expenditure alongside actual expenditure as 
vital concepts that working in tandem with the marginal propensity to consume (MPC) and 
the marginal propensity to save (MPS), these factors are used as key factors, forming the 
Keynesian cross.  
Marginal propensity to consume (MPC)  
The degree to which people will change how much they consume more in relation to a change 
in income. (Mankiw 2007: 560).  
𝐶 = 𝐶(𝑌 − ­­ 𝑇) 
Where (Y) denotes one’s income and (T) denotes tax payment. OBS! ‘C’ on the left side 
should not be confused with ‘C’ on the right side of the equation. 
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Marginal propensity to save (MPS) 
The degree to which people will change how much they save in relation to a change in 
income (Mankiw 2007: 560).  
𝐶 = 𝐶(𝑌 − ­­ 𝑇)  
Where (Y) denotes one’s income and (T) denotes tax payment. OBS! ‘C’ on the left side 
should not be confused with ‘C’ on the right side of the equation.   
The Keynesian cross is the key argument for Keynesian theories, as it operates with a 
multiplier of aggregated income. Hence his argued for government spending, in order to 
increase aggregate demand, to further benefit from the multiplier of aggregate income. The 
Keynesian though is that the more consumers are likely to spend, the more firms are likely to 
produce, as they by nature seeks to meet demand and make a profits, which cause an 
increased need for labour.  
Permanent Income Hypothesis 
The purpose of this subchapter is to outline the foundational aspects of the ‘permanent income 
hypothesis’ (PIH), first articulated in 1957 by Milton Friedman. The ‘permanent income 
hypothesis’ is an economic hypothesis attempting to describe how agents spread consumption 
over a lifetime. In accordance with Friedman’s hypothesis of permanent income, Christopher 
D. Carroll, in 2011 proposed a modern rework in his “A Theory of the Consumption 
Function, with and Without Liquidity Constraints”. This subchapter will thus be concerned 
with the writings of Christopher D. Carroll, but however notes the importance of Friedman’s 
work. 
In ‘A Theory of the Consumption Function, with and Without Liquidity Constraints”, 
Christopher D. Carroll, offers a great account of how an agent in the market MPC is affected 
by uncertainty and their behaviourism is changed. What Friedman's Permanent income 
hypothesis show us, is the acknowledgment of the importance of precautionary saving against 
future income uncertainty is very important. Hence an important fact is illustrated as 
uncertainty leads to savings over saving. This illustrates the problem following a crisis, as the 
uncertainty left by the crash will cause an increase in the MPS, which would become an issue 
for improve spending and consumption, which is crucial for an economic upturn (Carroll 
2001: 2). That being said, Friedman did not think that consumer saving was bad in general, he 
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argued that consumer saving was the ideal way to protect single consumer’s economy from 
shocks and hence keep the consumption stable. The importance of his argument, is that 
savings should be rational and based upon true economic expectation, in order to be effective. 
The main argument for why consumption is not always optimal or practical constructed, is the 
decline of perfect foresight. If the consumer do not interpret the economic development in the 
correct way and estimate future income correctly, they might end up saving or spending more 
than what is ideal (Carroll 2001: 4-5). 
Hence the main topic is how the MPC is developing within an economy and how it affects 
current time money flows.  For instance, a person with a higher expected income growth 
would have a higher MPC today, as he would start using some of his future money, in present 
time. Further on it is important to recognize that poor people are forced to use a higher MPC, 
doing economic shocks, than rich people, as they are not able to cut down their consumption 
in the same way as their baseline consumption on necessities are a of larger magnitude in their 
consumption function (Carroll 2001: 11). If the single consumers economic wealth is above 
their target, their MPC while improve, as they are getting inpatient and hence they´re needs 
while increase with time (Carroll 2001: 13). Carroll argues that consumer work with a 
discount rate of at least 33% of future income, considering the financial crisis this seems to be 
representative for the present state of mind in the population. (Carroll 2001: 16). Further on 
liquidity constrained consumers would be expected to have faster consumption growth than 
unconstrained consumer, as constrained consumer are operating with a lower consumption 
rate that they prefer and hence their consumption would improve in larger quantity. (Carroll 
2001: 18) When it is easy for the consumer to borrow money, their MPC would increase, as 
they are able to survive temporary income shock, as they can finance their short term living 
(Carroll 2001: 22) This is natural controlled by how high the interest are on borrowing 
money, or in other word, has cheap the debt is ( Carroll 2001: 25). It should be noted that this 
Consumer function is only Valid to describe, predict and exam the median and average 
consumer and not all consumers. 
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Financial Instability Hypothesis 
The purpose of this subchapter is to outline the foundational aspects of the ‘Financial 
Instability Hypothesis’ (FIH), developed by Hyman Minsky. The ‘Financial Instability 
Hypothesis’ is a financial hypothesis attempting to the circular nature and ‘pitfall’ of 
economics and finance. This subchapter will thus be concerned with the writings of Hyman 
Minsky. 
In order to understand the problems created in a crisis and after a boom, we would have to put 
the findings of chapter into relations with theory. The most important theory written about 
crisis, most be “the instability hypothesis by Hyman Minsky.  The theory explains to us how a 
crisis is made but also how interferes with the economy and which impact it leaves in the 
economy. The concept of how trust and lack of trust is spiral in the market, is an important 
factor, because as long as the agents in the market, has a lack of trust, then they will tend to 
use less money and invest even less than that, this is also the case for the consumers and the 
households. Hence the market freeze over and slows down in it development, when there exist 
distrust. Hence the economic development is affected by the expectation of the population. 
(Minsky 1992) 
That explains why the Danish consumers, still are likely to improve their savings, as their 
expectation to the economy are increasing, as they have experience the consequences of an 
overheating economy. It is very important to understand that Minsky are not arguing that a 
boom and bust is happening as a result of overheating, but rather as a result of increasing 
numbers of Ponzi units, that is destabilizing the economy and increases the leverage in 
market. Hence he is not arguing that the problem is within the boom itself, but rather in how 
the boom managed and how it is controlled by the government. Even though that the boom is 
not created from economic development, an acceleration in the economy, or increases in 
spending and consumption, they are all phenomes that is related to crisis and if we look upon 
the context of average media coverage of the economy, we can see that the Danish population 
tend to be sceptic towards these phenomes. Hence an economic upturn might be stopped, by 
the simple fact that the consumers do not view growth and consumption as sustainable in its 
basic nature and therefor tend to save instead of spending their money. 
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Natural rate of unemployment and the Phillip’s curve(s) 
The Phillips curve was originally made as a product of a statistical investigation by A.W. 
Phillips in 1958, on the relation between unemployment and the rate of change in money, by 
data from the UK, from 1861 towards 1957, this ended up in an exponential curve diagram, as 
seen in figure 1 below, showing the trade-off between inflation and unemployment. Friedman 
and Phelps indecently denied that there was a long run trade off, between unemployment and 
inflation as the original Philips curve assumed. The long run Phillips curve adds an 
independent variable, which transforms nominal wages into real wages. (Snowdon, Vane & 
Wynarczyk. 1994: 152). 
Looking upon the unemployment rate and Inflation rate in Denmark, an interesting 
phenomena is illuminated. We can see that there has been a decrease of 2.4 % in the inflation 
rate from 2012 to present, while the unemployment has decreased with 1.5 %. 
This is rather interest if putted into relations to the Phillips Curve, the Long Run Phillips and 
how it affects the NRU. As illustrated, an increase in the inflation should cause a decrease in 
the unemployment rate, according to the original Philips Curve. 
Figure 1: Original Phillips Curve  
 
(Source: www.economicsonline.co.uk)  
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This theory was later redeveloped to show difference between nominal and real wages, as the 
original version lacked the ability to show the development in situations where the average 
rate of prices change variance were considerably. (Friedman 1968: 9).  Hence Friedman and 
Phelps individually made the theory of the “Long Run Phillips Curve,” (LRPC) which 
illustrates, that the market automatically, over time, will adjust the unemployment rate 
towards the Natural Rate of Unemployment (NRU). 
The Phllips Cuve and the Long Run Phllips Curve aims to the effects when government uses 
fiscal policy to minimize employment, as it show the employment rate decreases while the 
inflation increases, but when the market then counter adjusts, it is only the employment 
increasing, without inflation decreasing back to the level before. (Snowdon, Vane & 
Wynarczyk 1994: 154-155.) This effect occurs as the government is expanding the aggregated 
demand in order to lower the unemployment, then the inflation increases and the 
unemployment decreases, according to the Phillips Curve. The Long run Phillips Curve then 
show us that the population in the long run will see through the money illusion and demand a 
wage increase, as seen with the strong unions in Denmark. Hence the unemployment to go 
back to the Natural Rate of Unemployment, while the inflation stays at the same level, hence 
it is only the inflation rate that is affected in the long run (Snowdon, Vane & Wynarczyk 
1994: 154-155).  
Figure 2: Expectations-Augmented Phillips Curve  
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(Source: www.economicsonline.co.uk) 
This theory aims to show how governmental policies effects the unemployment rate and the 
Inflation rate. But by looking upon the current development we can see that aggregated 
demand has been causing an increase in the inflation rate, but the unemployment has still 
decreased, hence there consist an irregularity according to the theory. 
The answer to this irregularity is found within the construction of the NRU and how it is 
affected. Beside an increase in aggregate demand, which is generally created through 
improved wealth and which should cause an increase in inflate, it is only possible to effect the 
NRU through aggregate supply. This can happen either as supply-side policies has pushed the 
NRU to decrease or as the basic elements that forms the NRU in the market has changed, 
within the time period. Natural these two solution are interrelated as supply side policies aims 
to affect the agents behaviour in the market, while the change in market elements is an effect 
of natural change in the agents mind-set. The aggregated supply is mainly created through 
development in; Productivity, Educational level, Wage level, Infrastructure and Financial 
development. 
Both Education, Infrastructure and partly Wage is created through governmental policies, 
most changes in financial development and Productivity occurs as a result of the changes in 
the mindset of the agents within the market.  Hence a change in one or more of these element 
could cause a change in the NRU and hence the unemployment rate. 
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Figure 3: Supply-side effect on the NRU 
 
(Source: www.economicsonline.co.uk) 
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Oberserving the economic trends of Denmark 
With the eruption of the ‘Global Financial Crisis’ of 2007-08, which by many economists is 
regarded the greatest financial crisis since the ‘Great Depression’, the Danish economy, like 
many other western countries, suffered. By 2009, the Danish GDP had recessed by 5%, and 
unemployment doubled within a year; the effects of which was felt on both a macro- and 
micro economical level (Euler, 2015; Danmarks Statisitk, 2015). However, within the past 
two years, the Danish economy has shown signs of upwards tendencies, but retains its 
struggle towards the economic stability prior to the outbreak of the ‘Global Financial Crisis’. 
The focal aspect of this chapter is to, first presenting the ‘Danish flexicurity system’, to which 
we will introduce the notion of ‘international trade and income inequality’, from which we 
will move on to ‘macro prudential aspects’. Finally we will systematically go through our 
data set, marking the most imperative observations with regards to the current Danish 
economy and the economic trends therein. 
The Danish flexicurity system 
The Danish model has often been referred to as a flexicurity, as it operated with flexible 
hiring and firing rules as well as a generous social safety net.  More specific it operates with 
important elements of active labor market policies attaching conditions to the claiming of 
unemployment and social benefits, as well as it contains programs to enhance qualifications 
and hence job finding chances for jobless (Andersen 2011: 2). 
Naturally the financial crisis have had an effect on the economic system, controlled by the 
Danish government. By Nature flexicurity labour market operates with flexible firing rules 
and hence the immediate effect on unemployment is more severe than within the average 
system. This mean that the shed of labor has immediate implication on the employment. This 
means that the flexicurity system is vulnerable to aggregate output shocks, as unemployment 
would increase more rapidly (Andersen 2011: 2). As illustrated by Andersen this was also the 
case during financial crisis, where the Danish unemployment rate increased more rapidly than 
the OECD average (Andersen 2011: 3). 
The Danish Model is mainly build upon, active labor market policies, which are the most 
complex and outgoing in the OECD. Meanwhile Denmark works with the fifth highest 
Unemployment Benefit Generosity, while the Employment Protection is just above average 
(Andersen 2011: 4). 
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The Financial Crisis has showed us that the Danish flexicurity are vulnerable to external 
shock, as it labour market policies struggles to solve the rapid increase in the unemployment 
rate. Hence the system undergoes a period with lower job finding rates. Within this period, the 
governmental finances are heavily stressed as improved unemployment are very high costly, 
because of the relatively high Unemployment Benefit Generosity and many active labor 
market policies. This means that the flexicurity cost becomes very costly until the 
unemployment are once again lowered and the effect of the crisis has eased. (Andersen 2011: 
26).  
International trade and income inequality in Denmark 
The increase in export within an economy is in the short-run going to affect the inequality 
within the country, if governmental interference is not occurring (Helpman et. al 2010: 2). 
This is happening as company that are exporting are growing more, gain more economic 
muscles and hence they are able to screen the market for more skilled employees, as well as 
they are able to pay higher wages (Helpman et. al 2010: 2). Hence the more skilled people are 
hired in the exporting companies within their industry, with a higher salary (Helpman et. al 
2010: 2). By nature this means that skilled employees are centered in the export industry, with 
a higher income. (Helpman et. al 2010: 2) Hence more productive firms screen the labor force 
more intensively and as they are paying a higher wage, only the more able workers receive the 
higher wages paid by more productive firms, which mostly are exporting firms, as they are 
able to utilize the skills of the employed in a degree, due to their large amount of trade. 
(Helpman et. al 2010: 4) In the long run it is more uncertain if the inequality created through 
export is a lasting effect as the increased productivity cause an improvement in employment 
and total output. (Helpman et. al 2010: 36) 
Inequality purpose a serious threat to the national economy. As OECD explains, inequality is 
in the long run a burden for the national economy in total, as equality benefit all layers in 
society. Inequality is a broad sub-school of economics, which exist in most economic schools, 
hence a lot of theories and models exist. These are reflected in the OECD book on the subject. 
The main argument for why inequality is bad in a economic context, is it impact on 
cumulative growth and GDP growth. The main reason for this decline, is that in country with 
high inequality, the socio-economic background varieties more, which affects educational 
level as disadvantaged background struggles to get proper education and hence their potential 
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is wasted as a result of the decrease in their social mobility. This is affecting the productivity 
and competitor level of the economy. (OECD 2015: 15) 
In addition the inequality affects how wealth is concentrated and today wealth is much more 
concentrated than income, this affects the investment opportunities, as it restrains most of the 
population from making investment and hence the total wealth is not utilized, which means 
that the country experience less growth. (OECD 2015: 266) 
Macro prudential aspects 
As the Danish National Bank writes on their webpage “Financial crises have serious 
economic consequences, due to the interaction between the financial system and the 
macroeconomy. Therefore, it is vital to prevent and mitigate the risk of periods of financial 
instability. A precondition for financial sector stability is that the credit institutions are robust 
overall, including that they have sufficient capital and liquidity reserves to draw on during 
difficult times. Also, systemic risks in the financial system that are not necessarily obvious to 
the individual institutions should be allowed for. Systemic risks can be mitigated by means of 
macroprudential instruments.” 
Hence we can not only view the economic stability on the real market, as it is tight up to the 
financial, which is both making the market more liquid, while it can also offset the market and 
cause crisis. 
As a response to the Financial Crisis, economist and economic institution has made a new 
branch of economic thoughts and regulations, called “Macro prudential economics”. IMF has 
made 61 page journal that include assessment of macro prudential measures, as well as 
recommendations of how to implement these measurements in the economy. IMF findings 
shows that an increase in the ratio of private sector credit to GDP is the best functioning 
single indicator of the possibilities of a crisis over a period of 1 to 3 years. (IMF 2013: 17). 
Further the importance of macro prudential supervision is stressed and further on it 
recommended that the macro prudential decision-makers work within a committee, hence 
allowing the supervisory agencies to participate in the decision making (IMF 2013: 14) 
IMF has asked for economies to operate with a ratio of leverage prices plus loans to asset 
price. Hence it would be possible to assess how the leverage and debt is developing in relation 
to the investment, which would enable to supervisory to assess if the financial growth is 
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sustainable, as well as it would illuminate on the credit condition of the market (IMF 2013: 
17). 
In addition IMF releases a regular assessment on the Danish macro prudential situation, in 
collaboration with the Danish Nationalbank, the Danish Financial Supervisory Authority and 
the government board. They found that the Danish government should expand the range of 
analytical tools used to identify and monitor systemic risk. Further on they emphasize that 
new instruments capable of addressing time-varying systemic risk, such as limits on LTV and 
debt service to income ratios are need. 
Figure 4: Development in Household Budgets DK 
 
(Source: www.danmarksstatistik.dk) 
Upon observing the development in household budgets over the past 10 years, we can see a 
general negative trend. From 2005 to 2014, the amount of people that find it ‘difficult’ and 
‘very difficult’, have risen with 6 and 5 percent respectively. Concurrently, we can see that 
the amount of people hat previously deemed it ‘easy’ or ‘very easy’ have decreased with as 
staggering 11 and 5 percent respectively. The only positive development remains within the 
amount of people that find making ends meet ‘somehow easy’, which has seen an increase of 
4 percent, from 2005 to 2014. 
            Roskilde University 
            International Bachelor Study Programme in Social Science  
 
Page 22 of 55 
 
Figure 5: Danish household budgets – segmented (2014) 
 
(Source: www.danmarksstatistik.dk) 
As we break up the household budget graph of 2014 into demographic segments, we can 
observe a certain strain on the ‘unemployed’, and the ‘students and apprentices’, both far 
exceeding the remaining groups in terms of classifying their household budgets as ‘difficult’ 
or ‘very difficult’ to manage. However, between these groups there is also a distinct 
difference. Whilst both of them are just about equal in the ‘difficult’ category with 23 percent 
and 24 percent respectively, the ‘unemployed’ far exceed the ‘students and apprentices’ with 
regards to the ‘very difficult’ category, with a staggering 39 percent as opposed to the 
‘students and apprentices’ 19 percent. The staggering difference is however no surprise; 
whilst both groups arguably belong to the lower income level, the ‘students and apprentices’ 
often consist of young people, accustomed to a lower income, whilst often only having to 
support themselves. The ‘unemployed’ segment, however, has often had a higher income 
level in the past, making it far more difficult to make a recessing budget cover costs fixed to a 
higher income level.  
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Figure 6: Denmark unemployment rate 
 
(Source: www.tradingeconomics.com) 
From the fourth quarter of 2008 to the fourth quarter of 2009, the unemployment in Denmark 
went from 2.5 percent to 6 percent. Thus doubling in just a year. Whilst this initially does not 
seem particularly bad considering the severity of the crisis, it should be noted that the 
unemployment rate does not represent the entirety of the picture. Whilst the unemployment 
rate only rose by 3.5 percent, the employment rate decreased by twice that amount. The main 
cause of this phenomena is that, during extensive time of unemployment and/or crisis, people, 
in countries with free access to education, often choose to educate themselves. Thus removing 
themselves from the rate of unemployment (Andersen 2001: 12). Lastly, we can however 
observe a positive tendency, with a declining unemployment rate, going from 6.2 percent in 
the second quarter of 2012 to 4.5 percent in the fourth quarter of 2014. 
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Figure 7: Job Vacancy, Denmark 
 
(Source: www.danmarksstatistik.dk) 
Considering the recent decrease in unemployment, it is interesting to see whether or not the 
job vacancies have followed a symmetrical development, or whether the decrease in 
unemployment can be attributed to education to a greater extent, as discussed above. Over the 
past 3 years, we can generally see a positive development, slow, but alas positive. We can 
thus deduct that more people are getting employed and that employers are actively seeking to 
expand, or perhaps ‘re-expand’. Overall, both the unemployment rate and the job vacancy 
point towards economic growth. 
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Figure 8: Danish GDP per capita 
 
(Source: www.danmarksstatistik.dk) 
Despite the positive tendencies, both in regards to unemployment rate and job vacancies, the 
Danish GDP per capita remains inferior to its pre-crisis counterpart. Additionally, the Danish 
economy remains highly unstable; from 2010 to 2011 we can see a substantial growth, but 
with 2012, the GDP per capita returned to its low of 2010, only to slowly increase to its 2011 
‘high’ by 2014.  
Figure 9: Productivity 
 
(Source: www.danmarksstatistik.dk) 
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Upon inspecting the productivity of Denmark, from 2007 to 2014, we can observe a steady 
decrease in productivity, from the eruption to of 2007-08 to the time it had its full effect at 
around 2009. However, from 2009 to 2010 the productivity escalated. This can in turn be 
attributed to, and work in correlation with, the rise of unemployment. Whilst companies 
during the crisis was forced to engage in numerous layoffs, the remaining employees were 
forced to improve their productivity to close the gap generated by the massive layoffs. One 
can furthermore argue that the increase in productivity can be attributed to an ‘enhanced’ 
working morale, as a result of lessened job security.  
 Figure 10: Industry production index 
 
(Source: www.danmarksstatistik.dk) 
But if we then focus in the production within the industry, we can see that there have been a 
solid increase in the industry productivity through the last 5 years, but I still has not recovered 
to the level before the peak in 2008, just as the GDP. 
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Figure 11: Consumer Expectation DK 
 
(Source: www.danmarksstatistik.dk) 
But the positive trend can still be seen in the consumer expectation, which paints a picture of 
an economy that is recovering well from the financial crisis. 
Figure 12: Consumption DK 
 
(Source: www.danmarksstatistik.dk) 
As we can see the consumption in real numbers has been decreasing since the crisis back in 
2008, but lately it has started increasing again.  If we look upon the economic forecast from 
OECD we can see that they expect an improvement in both the GDP and more important, 
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they expect that the consumption will continue to increase and hence boost the economic 
wheels. (OECD 2015: 5) 
When that is said, the consumption still need to take of and even though that it is at the 
highest point after the crisis, it still needs to show stable growth. 
Figure 13: Price index 
 
(Source: www.danmarksstatistik.dk) 
Look upon the Price index we can see how the price level has developed on the Danish 
market. The most rapid growth has occurred from 2009 and up to the end of 2012, which 
might have affected the real consumption. 
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Figure 14: Disposable income 
 
(Source: www.danmarksstatistik.dk) 
The financial Crisis effect on the development of the Disposal Income are very obvious as 
there was as decline from 2007 to 2008   and only a very little increase from 2008 to 2009. 
From 2009 and forward, the Disposal income has picked up paced and been steadily 
increasing. 
Figure 15: Purchasing power 
 
(Source: www.danmarksstatistik.dk) 
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By putting together the development in Disposable Income and the Price Index, we have 
calculated numbers for the development in Purchasing Power in Denmark. 
P=Ip*100 
P= Purchasing Power I= Disposable Income p= Price 
As we can see in the figure 15, the purchasing power decreased to a lower when the Danish 
economy was hit by the market burst, but from 2009 to 2010 the purchasing power increased 
by almost 10.000, which was mainly generated by an increase in disposable income. From 
2010 and forward to 2012 the economy then experience a minor decline in the purchasing 
power, from 2013 to present it has increased and are at its highest level currently. 
It is very important to look upon how the data of Figure 12, regarding consumption, is very 
similar to the purchasing power during the post crisis period, this tells us something about 
they MPS and MPC. 
Figure 16: Savings 
 
(Source: www.danmarksstatistik.dk) 
This pattern between the development in Purchasing power and consumption, tells us that 
population might not that willing to save their income. If we are looking upon the data 
available on savings, we can see that an increasing number of people think that it would wise 
to save money, which could be interpreted as a sign of either uncertainty or distrust in the 
market. Further on the amount of people who expect to start saving, has gone from 18,4% to 
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30,5%, while the amount of people who thinks they are able to save up, has gone from 23,7% 
to 26,4%. 
Figure 17: Inflation Rate 
 
(Source: www.tradingeconomics.com) 
As illustrated we can see that the Inflation Rate peaked during the beginning of the crisis and 
from the summer of 2008 to the fall of 2009, the inflation rate increased from 1,1 % to 4,3%, 
which was the peak inflation rate, during the period from 2010 to 2013, the inflation rate was 
just around its normal level between 2% and 2,5%, but after 2013, the inflation level has been 
below 1%, which is incredible low.  
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Figure 18: Governmental spending 
 
(Source: www.tradingeconomics.com) 
As illustrated in figure 18, the government spending was indeed rapidly increasing from the 
financial crisis outbreak and forward to 2010. Hence the shock of the financial crisis can be 
seen. From 2010 and forward to present time the Government spending has declined a little, 
but mainly stayed at a level around 122000 million.  
Figure 19: People on public services – Denmark 
 
(Source: www.danmarksstatistik.dk) 
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The same picture is also shown on persons on public services, these data useful to determine 
the development in the whole economy, instead of just the unemployment. These data are 
likely to be affected by people who went back to school after being fired and other external 
trends. From 2007 to 2015 the amount of people on governmental substitute has increased 
with 38.75%. That said the curve has been more than less stable the last 5 years. 
Figure 20: People on ‘kontanthjælp’ - Denmark 
 
(Source: www.danmarksstatistik.dk) 
If we then look upon the data of people on “kontanthjælp”, we can see that there has been a 
steady increase since the outbreak of the crisis. During the last 8 years, the amount of persons 
on “kontanthjælp” has increased by 36,93% and has only stabilized within the last year. These 
numbers did not increase as much from 2008 to 2010 as the public services, but they have 
increased over a longer period, with a large peak in 2012 to 2014, which could be the result of 
more people transferring from temporary solutions like education and job insurance to 
“kontanthjælp.” 
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Figure 21: Denmark government budget 
 
(Source: www.danmarksstatistik.dk) 
As we can see in figure 21, this has also caused a Government deficit period from 2009 and 
up til 2013, with 2014 being the first year with a surplus. 
Figure 22: Danish export development 
 
(Source: www.trandingeconomic.com) 
As we can see in figure 22, the Danish Export was in an absolute rapid growth from the 
middle of the 1980´s and up to the Financial Crisis as a result of globalization. The export 
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made an instant decline at the outbreak of financial crisis. During the last 5 year the export 
has once again started to increase and are now its back up at its pre-crisis level. 
Figure 23: Denmark and the GINI index 
 
(Source: www.databank.worldbank.org) 
As we can see the Gini Coefficient has improved by just above 3 % in the 5 years following 
the financial crisis, meaning that 3% of the population has moved below the median income 
of the population. Rather this is an effect of the financial crisis or the recovery process is hard 
to determine. However, Denmark still ranked 35th out of 35 countries, making it the country 
with the least income inequality, according to the most recent study conducted by OECD 
(OECD, 2015).  
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Figure 24: Household Debt to GDP 
 
(Source: www.ec.europa.eu/eurostat) 
As we can see the Household debt to GDP is incredible high in Denmark, more than 20% than 
Netherlands which are the country with the second highest Household debt to GDP. 
Figure 25: Credit debt 
 
(Source: www.danmarksstatistik.dk) 
As illustrated in the graph, the credit development has had many fluctuations and it was close 
to reaching the level of late 2008, where it peaked. At that point it had increased by 39% 
during a 4 year period. The last two years it declined and then it increased 3 years in a row, 
almost reaching it earlier peak, followed by a rather sudden decline in 2015. 
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Figure 26: Blanko Loans DK 
 
(Source: www.danmarksstatistik.dk) 
If we are looking upon the development in the Blanko loans, we could see a much more 
positive trend, has followed the same patterns as the credit development, but with a minor 
decrease compared to the overall credit development. This is could be seen as a healthy sign 
as Blanko loans are highly unstable, due to the lack of leverage and the high interest fee , 
which poses as an offsetting factor for the single agent in the market. 
Figure 27: Interest rate in DK 
 
(Source: www.tradingeconomics.com) 
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As we can see the interest rate increased after the financial burst and made debt more than 
twice as expensive, but after 2009 the interest has decreased steadily and in 2015 it when into 
negative numbers. This would also be one of the reason why blanko loans has become less 
attractive as more traditional loans has become much cheaper. 
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Analysis 
The Financial crisis effect on the MPS/MPC  
As explained in “A Permanent Income Hypothesis” the uncertainty is highly important for 
MPC of the consumer, as it makes the MPS increase and the MPC decrease. The financial 
crisis caused an increase in the numbers unemployment, as seen in figure 6, when we add that 
to the decline in production illustrated in figure 10, the consumer expectation was naturally 
affected as we can see in figure 11. As descripted by Friedman in the Permanent income 
Hypothesis, this serves as problem. The crisis increased the uncertainty which causes a 
decrease in consumption (MPC) which harms to the economy, as less money is being putted 
to use as the uncertainty increases MPS. This is bad for the accumulation of wealth,  as both 
Friedman and Minsky assumes and Keynes argues for, with the Keynesian Cross, the 
multiplier is accumulating more wealth as the economy increases in pace and cash flow 
expands, hence the lack of investment and production is causing a decrease in wealth 
accumulation. Hence we can see a negative pattern as a crisis is decreasing the trust of agents 
and the increased unemployment poses as uncertainty for them, which then affects both 
investment and consumption, which is needed in order re-establish wealth. 
Hence the financial crisis has left the consumer with an uncertainty about the long run 
stability in market, which limits the economic growth as governmental spending and private 
investment ends up increasing the private savings, rather than the consumption. Hence the 
economic growth is postponed by the low MPC and the high MPS which means that the 
monetary wealth is not multiplying with the same pace as it potentially could with a higher 
MPC. 
Defrosting Markets 
As we have illustrated in the Instability hypothesis, the mind-set of the agents within market, 
are very important for how they act and hence their perspective on the economy shapes their 
action and finally causes the development in the market. As we can see in the data of 
Unemployment, Consumption, Consumer expectation, Real GDP per Capita and productivity, 
the main economic indicators is developing in a positive direction, lowing unemployment, as 
Consumption, productivity and GDP is improving. 
But if we look upon the trends with the population, the situation might not be as bright or 
positive jet, as we could have hoped. Even though that the consumer expectation has kept 
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improving over the last three years, people has said that they are more likely to start saving 
and in addition a larger margin of the population is struggling with their household budget. 
These two aspect are very blurred when we first assess them, as they show us to different 
stories, as the MPS seems to growth if we assess the saving data in Figure 16, but the 
consumption in figure 12 is increasing at the same rate as the Purchasing Power from figure 
15. As we can see in Figure 28, the annual growth in Purchasing Power and Consumption is 
highly related and the development throughout the last five year show us that purchasing 
power is causing an increase in the consumption. This tells us that MPS increased from 2011 
and up till 2013, while the MPC now have had a large increase in 2014.  
 
Figure 28: Annual growth in Purchasing power and Consumption
 
Going back to the finding within the Instability hypothesis, we can see that the main 
accumulator of a market boom, is the trust spiral that is created within the real market and the 
financial market, hence we can see that in order for the market to truly blossom, the mind-set 
of the population would have to improve. Hence the tendency illustrated in figure 28 above, is 
very positive as an improvement in the market activity and spending would cause an increase 
in the wealth accumulation in the economy as a result of the improvement in expected returns 
on investments. This means that the increase in purchasing power is causing a consumption 
increase which should eventually causing an increase in the investment that should have an 
effect on the Purchasing Power once again according to General theory (Mankiw 2007: 559). 
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The relation between the decrease in unemployment in figure 6 and the increase in Job 
Vacancies in figure 7 are both interest and positive new for the economy, as it shows that 
more jobs has come available in Denmark. 
If we are looking upon the Production data in figure 10, we can see that there have been an 
increase of more than 23% from the second quarter of 2009 and up to present, hence we can 
assume that this increased production has had it effect on the increased number of jobs. If we 
are then looking at consumption in figure 12 we can see that increase in consumption are less 
than 9%, hence we can assume that the jobs has mainly been caused by an increase in 
aggregate supply 
This is a great sign, as it tells us that the industry might have regained some of the trust in 
market, which makes the company expand and abandon their more lean structure and hence 
more jobs has been created. This happens as the company assess that economy is getting 
better and hence they conclude that it is profitable to try and boost their sales and increase the 
magnitude of their operations.  As illustrated by the Permanent Income Hypothesis the 
uncertainty are linked to the MPS of agent in the market and hence also the MPC. We should 
expect that this increase in employment and purchasing power is going to affect the 
Consumption as the population are able to spend more money and their future seems more 
bright and certain. As we can see the economy is picking up pace, production is increasing 
and unemployment decreases, this should cause the consumer expectation to become better, 
this is pattern is seen figure 11 where we can see that there has been an improvement in the 
consumption expectation 10 quarter in a row. 
The risk of obtainable debt 
As descripted in the Instability Hypothesis, if the interest rate becomes too low and the 
economy experience a new increase in the growth rate, it becomes very easy to finance 
growth through leverage, this means that more companies finance their expansion through 
debt, which makes the market more unstable as a sudden decrease in the asset price decrease 
the firm's liquidity.  
This phenomena happens all the time within the economy at some scale, but the problem is 
the magnitude of the shocks which happens when high ratios of debt is obtained with an 
economy, hence the economy transaction from large distrust, to an economic growth, makes 
leverage expansion highly profitable, due to the low interest rate and the rapid increase in the 
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price level. This phenomena could become a problem in the Danish economy as the interest 
rate is historically low, as illustrated in figure 27, while figure 24 and 25 show us that the 
household debt and credit is rather high. Hence the Danish economy has the ability to obtain a 
large amount of Ponzi units that could offset the market, in case of external shock. The main 
risk in Denmark is the Household Debt to GDP and the Corporate Debt to GDP which is one 
of the largest in the EU as well as the stock market return is positive again and increasing 
(IMF 2014: 10-11).  
It should be mentioned that even though that the Danish economic development are creating a 
possibility for offsetting factors to be created within the market, the Danish government 
seems very dedicated, to conduct macro prudential analysis of the Danish economy, which is 
conducted in collaboration with the IMF. They aim to stabilize the global economy and the 
next macro prudential analysis of Denmark is scheduled to be conducted in 2016 (IMF 2014: 
36) This indicates that the Danish government are aware of the financial threats that 
potentially could offset the Danish market. 
Even the earliest macro prudential theories emphasize that the high credit in the Danish 
economy, means that many agents in Danish market are indebted and very vulnerable to 
external shocks, as well as sudden and persistent increase in the Interest Rate, which would 
cause a real effect on the economy as the economic performance of the Danish economy more 
decline as agents performance in the market would decrease and some would go bankrupt 
(Banque de France, 2004). 
The Danish Debt level has had attention from both IMF, OECD and foreign economic 
magazines, as debt has become much more debated after the financial Crisis. Bloomberg 
covered this case and the current Danish Finance Minister Bjarne Corydon argued that the 
debt level, should not be seen as a threat to the Danish economy, because of the large Savings 
and equity in the economy. (Bloomberg 2014) If we then look upon the latest report on the 
issue, issued by the national bank, we can see that the Debt to GDP is close to 300% while the 
Asset to GDP is at 520% (Nationalbanken, 2015). Hence the Debt to Asset Ratio would 
roughly be around 60%, which is not a incredible high ratio compared to others countries and 
hence it does not seem to make Denmark the next obvious victim, as a result of a global 
market burst, but if the Danish market would come into a struggle with decreasing asset price 
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and hence an increase in the debt to asset ratio, the problems would be of a much larger 
magnitude, that would be much more difficult to resolve.  
Exports effect on Inequality 
As illustrated in figure 23 the income inequality in Denmark has increased, we can see that 
Gini coefficient has gone from just beyond 27 to just above 29. As we have explained earlier 
on, the inequality is damaging towards an economy in the long-run. The reasons why 
Inequality can increase are numerous, but in the case of Denmark, the most likely reason, is 
the development in the real market and the employment, because social issues like education 
and social subsidies are solved to most extent by the Danish social system. Hence it is 
relevant to see how the globalization are affecting the inequality in Denmark, as Denmark 
export has tripled during the last 20 years and after the crisis in 2006 it has gone from just 
below 40.000 mio and at present it is just around 60.000 mio. The export has direct effect on 
the Inequality, as the employees located in the globalized firm, has a higher wage level. The 
globalized firms and industries are high dominated by mainly dominated by well-educated 
employees, as education serves as one of the main advantage for global competitiveness 
(Samiee & Walters 1983: 89) The inequality is then countered to some degree by wealth 
redistribution policies and taxation, but as the industries becomes more high technological, we 
will see a wage gap developing the Danish industry, both between export companies in the 
same industry but especially between exporting and non-exporting industries. Studies shows 
that the main catalyst for improving inequality is the improved access to Education, which 
increases the impact of income difference within the industry (Bjørnskov et al 2012: 96). But 
the Danish government would always have to consider the Competitiveness of the Danish 
System from the agent's point of view. If the competitiveness of the companies are more 
harmed by the taxation level, affecting the wage level, production cost and other operating 
expenses, than it is benefitted by the educational level and quality of the workforce, it might 
move to a foreign market, in order to improve competitiveness (Bovenberg 1989: 1061). 
Further on the Government should aware that, too high a taxation level on income has 
damaging effect on the productivity and incentive to work is decreasing for the affected 
individual. (Nerlove et. al 1993). In context to the Danish systems the articles are not 
advocating that redistribution policies are necessarily a bad thing for the economy, they 
arguing that the benefit of the economic system should outweigh the expenses in the 
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perspective of the companies, as well as income taxation should still consider its effect on 
incentive to work and the balance it with the social benefits of the taxation. 
The Danish ‘flexicurity’ model during a crisis 
The Danish economic system operates with a ‘flexicurity’ model as we have accounted for. 
The Danish ‘flexicurity’ model has been performing decent during the Crisis, but you do not 
need a degree in economics, to see that the Danish model, when off-set by external shock like 
the financial crises, is a very costly model to operate with. The main problems is created as 
the relatively low employment protection is not limiting the rapid wave of layoffs, which puts 
high pressure on the labour markets policy, if the labour market policies are not able to absorb 
the increase in the unemployment, we will see a rather high increase in unemployment and 
hence public services increases rapidly. All these phenomena are illustrated in Figure: 6, 19 
and 20. This phenomenon is especially costly in the Danish model, as it operates with an 
Unemployment Benefit Generosity of 69, which as described earlier on is rather high 
(Andersen 2011: 26). Hence the governmental expenditure increases rapidly during larger 
crisis, while the governmental income decline and hereby is the system undergoing a very 
difficult period. From this we can conclude that the period following a crisis are not 
sustainable in the long run for an economy operating with a ‘flexicurity’ model like the 
Danish one. Hence the success of the model is determined mainly by rather or not the models 
labour market policies are able to lower the unemployment or that external governmental 
policies like aggregate demand policies are able to decrease the unemployment rate temporary 
or that supply policies motivates industries to hire new employees.  
On the other hand the consequence of unemployment are much lower, as the disposable 
income is not decreasing as much, as a result of the Unemployment Benefit generosity in the 
flexicurity, hence the consumption rate are less affected by uncertainty. Hence the MPC 
should stay higher in Denmark than in other nation’s economy during periods with high 
uncertainty, as a result of the Unemployment Benefit generosity. This means that the discount 
rate in the Danish consumption, is going to be slightly lower in Denmark as Income shocks 
are not as severe for the personal economy do to the safety. 
As we can see in figure 21 the Government had a deficit of just below 2.5 % in average in the 
period from 2009 to 2013. The sudden deficit in 2009 is linked to sudden increase in the 
government spending, illustrated in figure 18.  
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Further on it can be argued that the tendencies of unemployment in figure 6 can be related to 
the government budget as the pattern of decrease in unemployment are similar to the increase 
in the government budget.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
            Roskilde University 
            International Bachelor Study Programme in Social Science  
 
Page 46 of 55 
 
Discussion 
The purpose of this chapter is to provide a discussion based upon our analysis above. The first 
part will be concerned with, and discuss, the effects of aggregate demand and supply, to 
which we will proceed with the effects of the debt burden and macro prudential theories. 
Thirdly, we will include how the increased income inequality interacts with the overall 
situation of the Danish economy whereto we will finalise the discussion with our fourth part, 
concerning the advantages and disadvantages of the ‘flexicutity’ system under the distress of 
a financial crisis. 
Aggregate demand and supply 
In the current economy situation, the government policies, have potential for huge impact on 
the future economic development, as the economic is within a recovery period, which affect 
the future development in a large degree, if it made the current growth stable.  
The theoretical material disagree on the which policies that would be most effective. 
Freidman work in The Permanent Income hypothesis and his work on the Long-Run Phillips 
Curve, are not conclusive, as he does not disagree with the Keynesian argument, that an 
improvement in the governmental spending, could have a short run effect on aggregate 
demand and income, which could improve the economy's output and hence increase the 
economic flow. As the Instability Hypothesis explains to us, the increase in profit, production 
and price level, are what creates a boom and hence the increase in wealth and investment in 
the economy, as the improved aggregate demand would increase the economy's output and the 
employment.  
But the Classical School would argue through the thoughts of the LRPC that the population 
are likely to save the money in order to pay the governmental bill later, which then could 
cause an increase in the MPS. This might be very true, as we can see in figure 28, the MPS 
had an increment in comparison to MPC from 2010 to 2013 and hence the main outcome of 
an improvement in governmental spending would be a decline in the government liquidity, as 
well as an increase in the government spending. If we then look upon the Permanent Income 
Hypothesis, we can see that the main catalyst between the MPC and MPS, is the degree of 
Uncertainty that the single agent has towards his future. Hence the main question is, if the 
government can make governmental spending that convinces the population, that it's spending 
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are financed through growth and liquidity and hence are sustainable and not a future 
expense.    
As argued the increase in the economic flow would have to mainly be a consequence of an 
improvement in the aggregated supply and hence the government should look into which 
supply side policies could secure a stable improvement in the aggregated supply in Denmark, 
this would be a more conservative economic action than demand policies, as supply policies 
typically do not have affect government finance as much as demand policies. The problem 
with supply policies, is that the effect of implantation of the policies takes longer time and 
hence they do not work as instant as demand policies. Supply policies are hence important for 
the stabilizing the economic growth, but if the MPC keeps increase or is at least staying at a 
neutral rate, demand policies could help the economic flow, to pick up pace and hence serve 
as a mean for more wealthy economy. 
The debt burden 
We have illustrated that Danish economy hold a very high degree of debt in comparison with 
the GDP of the Country. Further on we have assessed that the debt level of the country is also 
of large magnitude. If we look upon the theoretical material that are related to crisis and 
instability, Debt and Leverage are repeatedly mentioned as key factors in market burst and 
crisis. The Instability Hypothesis argues that the leverage of the economy is the true catalyst 
of the economy, caused by easy and cheap credit/debt. Also the IMF and OECD who are both 
key actors in addressing macro prudential theory, are arguing the debt level of the economy 
are one of the offsetting factors in the economy and Countries like Iceland, Greece and 
Ireland are examples that shows that high leverage rate are very difficult to counteract, after 
external shocks has burst the economy.  
Danish institutions like the Finance Ministry and the Danish National bank are on the hand, 
not the sceptic towards the debt level, as they are arguing that the Asset level is sustainable 
for counteracting the debt level of the economy. If we are looking upon the Interest Rate we 
are able to see that the Central Bank, has not done anything to counteract this development, as 
the Interest rate keeps decreasing and lately it has passed below zero.  
The justification for the high Debt level, made by the Danish actors are true and a debt to 
asset ratio at roughly 60% is not that alarming. But it is not without reason that the IMF is 
proposing that the Danish macro prudential supervision should operate with examining the 
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development of this ratio, as there exist a potential for an increase within, as Ponzi Units 
could emerge on the market, as the Interest is very low and economy seems to undergo an 
upturn. Further on should it be acknowledged that a debt level of that magnitude are harder to 
counteract and adjust for, as a price level decrease in asset, would have equally large effect in 
its magnitude. In addition Hyman Minsky explains how trust within a boom is creating a price 
bubble, as expectation of increasing future prices, are making the agent invest more and pay 
more for the investment in relation to what they would pay for the investment, if there was a 
lower trust in the market. Hence the price assessment becomes influenced more by 
expectation to the market, than to assert itself. This allows the leverage to increase, without 
any real value being created and thus the ‘ponzi schemes’ becomes profitable, within the 
boom, but also highly unstable when, the burst occurs. 
Macro prudential theories  
The high Credit and household debt level in Denmark should be carefully observed by macro 
prudential policies maker in the future. At the current level the debt level does not seem like 
an offsetting factor, but if we are looking upon the finding of IMF´s reports, we can see that 
one of the main risk for an economy, is a high leverage and credit to asset ratio. Hence if or 
when Denmark is hit by an either external or internal shock, this would affect the price level 
of assets and hence the agents in the economy, who hold the debt would become heavily 
leverage as a result of the drop in asset prices. Hence more agents are likely to fail during 
external shock from the economy which would then become the offsetting factor for the 
Danish economy and have an effect on the overall economic situation in Denmark. Hence it 
would be beneficial for the Danish economy to supervise the debt level through the leverage 
prices plus loans to asset price Ratio proposed by the IMF. Eventually it would be very 
prudent for the Danish government to look into the possibility of lowering the debt level of 
the Danish economy, in the future. At current the low interest rate are making credit check 
and if we look upon The Instability Hypothesis we can see that the poses as one of the biggest 
threat to the economy as it is one of the key ingredient for Ponzi units to develop, as the low 
interest rate enables them to expand quickly through high degree of leverage and hence create 
the future burst of the next boom, at present time. 
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Increased income inequality 
The Danish System has throughout ages operated with a financial system that uses strong 
wealth redistribution policies in order to counteract Inequality and promote welfare and 
education. As we have argued the increased exportation and foreign trade, is causing the 
inequality to increase, as skilled employees wage are increased by export and exporting firm 
within companies are increasing in scale. But in the case of Denmark increase in inequality 
are limited, as extensive redistribution policies are a part of the Danish system. We can see 
that the GINI Coefficient has increased by 3% since the outbreak of the Financial crisis, 
studies has shown that the improved inequality through the last decade has been an affected 
caused by the increase in education which has increased the wage difference. Hence the 
increased inequality is a result of the mixture of educational access and the wage gap 
developed by the foreign trade. As we mentioned, the redistribution policies has to be 
considered in relation to the competitiveness of the economy and considering the increasing 
foreign trade and mobility as a result of the globalization, these policies might be tested in an 
even larger degree in the future. The policies maker in Denmark have already true to make 
new redistribution policies, that has less negative effect on the economic 
competitiveness  (Bjørnskov et al 2012: 95). Thus it could be argued that Danish in the future 
would struggle to keep Inequality as low, as it is at present. From an economic point of view, 
this would not necessarily damage the economic, if public policies still ensure the same 
degree of social mobility and education for the population. The consequence that could come 
from this development is an increase in the averaged MPS, as the more wealthy part of the 
population are more likely to save instead. 
The ‘flexicurity’ model 
As we have accounted for, the Danish system operates with a ‘flexicurity’ which uses large 
amounts of Labour market Policies, a rather large amount of unemployment generosity and a 
rather small amount of employment protection. As we have descripted, the aim of the model 
is to ensure high mobility within the Danish, meaning that people who gets laid off are 
quickly reemployed in another job, while the firms are able to quickly expand or contract their 
operation, this intend to maximize the efficiency of the Danish market and help reach its 
potential. On the other hand the model is very vulnerable to external shock like the crisis, as 
the low employment protection do not absorb that much of the rapid wave of potential laid 
offs. Arguably the low degree of employment protection means that companies, are able to 
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more easily and quicker can cut down the expenditures during a crisis and hence more of 
them are likely to serve a crisis. But it is also costly for the Government, as it cause a larger 
degree of unemployment and hence also a smaller degree of employment. This mean that the 
Government's income decrease as they receive less money through incomes taxes and taxes 
related to consumption. In addition the governmental expenditure increases as more people 
needs governmental subsidies, which i rather costly, because of the large unemployment 
generosity the ‘flexicurity’ model operates with. Hence the Danish ‘flexicurity’ is an 
expensive model, as its effect during market burst are causing a rather high deficit within the 
government budget, compared to other countries models. 
But the Danish ‘flexicurity’ model should be seen a strategic choice, as expensive it is 
throughout a crisis, as effective it is at keeping the economic wheels in movement, in the long 
run perspective. The model allows large degree of consumption throughout the crisis, as 
purchasing power of the population is subsidised by the unemployment generosity, as well as 
the low employment protection enables more companies to adjust their operation and hence 
increase their chances of surviving the crisis. Hence both Demand side is kept add a decent 
level, as well as the supply side are being looked after. 
The ‘flexicurity’ model should be seen as an investment in the economic upturn, as it supports 
both the future of the supply side and current debt side of the economy, meaning that it enable 
the consumption to stay at high level than normally, which creates incentives for the supply 
side to increase and as more actors in industry should have survived, the model should enable 
the economy to recover more quickly. 
Hence the governmental assessment should seek to assess if the model is sustainable in 
relation to the magnitude of future crisis, as the model becomes exponentially more expensive 
in relation to the magnitude. If the government budget and national economy are able to 
finance the model throughout the crisis, then the model is highly beneficial for the economic 
development after the crisis.   
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Conclusion 
Our finding shows that the Danish economy is likely to experience an economic upturn as 
almost all of the examined economic indicators, has shown positive progress. Looking upon 
the different data, the economic progress are likely to have been produced mainly by the 
supply side of the economy. In addition we assess that governmental policies ability to insure 
stable growth are very crucial for the development of the economy, as further increase in 
production is needed in order to further lower the unemployment rate, as well as an increase 
in consumption are crucial for the economy to pick pace and create incentives for new jobs. 
The MPC in the Danish market are seems to have been increasing, as the Purchasing power 
has increased over the last 3 year.  
Modern literature concerning crisis and macro prudential theory, tells us that market burst are 
created just after the economy has recovered from the earlier market burst, through high 
degrees high degree of debt and leverage. Denmark has a debt to asset ratio of roughly 60%, 
which is little above normal, but not a in any way a warning sign and in closed economy it 
would be a sustainable ratio. The Danish are of the largest magnitude measure in debt to 
GDP, which would make it hard to counteract if the leverage to asset price, suddenly change 
to the worse. Hence the recommendation of IMF that government should keep close 
supervision with the debt and leverage to asset ratio, in order to assess the development and 
consider the development of the Interest rate, which at current rate, enable agents in the 
economy to easily finance expansion and investment through debt. 
In addition asset price are likely to increase as trust are regained in the market, the ratio 
should be decreasing, in order for sustainable growth to be occurring, as the assets would 
become overvalued in comparison with the price level they will hold at a market failure. 
The inequality has also increased after the crisis. The paper argues that it is caused by an 
interrelation between a well-educated workforce and increase in the export industry, which 
has created a wage gap. This development are not having any major effect on the economy, 
expect that it could cause a minor increase in the average MPS. 
The paper also examine the effect of Danish ‘flexicurity’ model with in a crisis and finds that 
the model are very bad at absorbing the sudden unemployment which is causing a large 
increase in government expenditure and a decrease in government income. Nonetheless the 
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model also has some large advantage as it enable firms and companies to quickly transit to the 
development and hence more companies are likely to survive the crisis are create future jobs. 
Conclusively, this does enable the consumption to stay a steady level, ensuring that the 
economic wheels keep on turning. 
Perspectivation 
As our ‘delimitations’ chapter suggests, there have been and are several other directions we 
could have taken and pursued that would have greatly influenced our project. In the following 
sub-chapter, we will briefly discuss some of them.   
The Case of Denmark at present, is very interesting for macro prudential literature as it draws 
some similarities to countries like Iceland and Ireland that crashed during the Financial Crisis, 
nonetheless it also has clear differences to those countries and hence the literature might be 
able to examine solutions for macro prudential policies or new aspect of what not to do. 
Denmark's economic model, operating with ‘flexicurity’, are also an topic that could benefit 
from more economic research, as it has large emphasize on the development of the Danish 
economy, during a crisis. 
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Appendix 
Appendix 1: Abstract 
This paper provides a critical analysis of the development of the Danish economy in the 
aftermath of the ’Global Financial Crisis’ of 20008. We conduct the analysis of our empirical 
data through triangulation to examine both the phenomena and the cause of change in the 
phenomena. The theories employed in the project summaries to: ‘The General Theory of 
Employment, Interest and Money’, ‘The Permanent Income Hypothesis’, ‘The Financial 
Instability Hypothesis’, and ‘The Phillip’s Curve’.  
The theories employed for the analysis are selected on their ability to elaborately depict the 
observed phenomena with critical reflections towards considerations of reliability and 
validity. The vast majority of our analysis, have been conducted on the basis of statistics 
gathered from ‘Danmarks Statistik’, ‘Trading Economics’, and ‘OECD’. Our data has seeking 
to illuminate of the agents operation and behaviourisms within the market and how that has 
affected the economic development in Denmark. The paper finds that business could be likely 
to obtain large amount of leverage in order to expand in a future economic upturn, hence 
creating Ponzi themes, which empowered by the low interest rate.  
Furthermore, the paper examines the debt level of the Danes, but I does not find a conclusive 
answer to rather it is an offsetting factor, but I does suggest that I could become one and 
hence macro prudential supervision should be a priority. Finally, the paper find that the 
‘flexicurity’ have had a large impact on government budget, while it has been supporting both 
the demand and supply side of the economy. 
